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Adequate feeding
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welfare
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<3,000
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<100

<100 100 - 200
<3,000 3,000 - 10,000
<3,000 3,000 - 10,000

<20 21 - 50

<30 30 - 100

<50 51 - 500

GFM GFM
<100 101 - 500
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>200
10,000 - 50,000 >50,000
10,000 - 50,000 >50,000
51 -100 >100
101 - 200 >200
501 - 5,000 > 5,000
GAP GAP
501 - 1,000 > 1,000
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1. stgz10a1Aunu (Payback period)

Ao TuauUnaiuisn Aunuld egalsAnus:ezarAunu WiaFa:Noutimis@aAsyIFnansunusuty
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Accumulated sum of

Future value (FV) of , Accumulated sum of
undercounted net revenue Present value (PV) at i = 8% .
Net Revenue ($) %) discounted net revenue ($)
1 8,000 8,000 7,407 7,407
2 12,000 20,000 10,288 17,695
3 17,000 37,000 13,495 31,190

4 22,000 59,000 16,171

) 27,000 | | 18,376

i _ . 50,000 —37,000 ) )
nscuflunmisAnanuanauunu Payback period =3+ Discounted Payback period
auun aainisdauanauunulunis ’ _

T - 359 years 4 50,000 —47,361

aJnuyaJduiiuou 50,000 uin 18,376
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2. yanmUajuuans (Net present value: NPV)

Future value (FV) of
Year Discount factor at 8% Present value (PV) of FV
Net Revenue ($)

(50,000) 1.000 (50,000)
1 8,000 0.9259 7,407
2 12,000 0.8573 10,288
3 17,000 0.7938 13,495
4 22,000 0.7350 16,171
S 26,000 0.6806 17,695
Sum of present value of revenues 65,737.02
Minus initial investment -50,000
Net present value (NPV) at 8% 15,737.02
Futrue value n R¢—Ct

Uszgndlalusunsu Excel = NPV(rate,value1,[value2],...]

NOte . NPV = (1—1‘)t = t=10 (1—7")t

01123362 @2023 Suwanna Sayruamyat 13
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3. Internal Rate of Return: IRR

Ao Discount rate nMKuamisininu 0 TaglasinshiAn IRR UIN wdaldsilavanauinuIINNISaJnuuIN wazuindinau
uanINgnanuanuisndnsihla 3 38 laun 38n1sasitinasign 38ns W wa:asiElusunsulunisitnsizyi

1. MsaaJidaaaign

Estimated NPV 15,737.0 8,111.3 1,711.1 273.37 -1,106.1
2. mistansaw 3. mistdlusunsu Excel
Estimated NPV
s Function IRR = IRR(value,(guess))
oo IRR = 17.19492%

8000
6000

4000

Toen Value = 923903 net return ngJluAnan guess Ad 9011
m ganauUNURAQ

8% 12% 16% 17%
-2000

Discount rate

01123362 @2023 Suwanna Sayruamyat
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*  msiulisosimnanouig ([Taunulumsiiusnuy)
Local market/ BTSN

* Yrmudounn (contact farming) tresh market TR TR

* Us:unnulidgisimiunaradovrsasnin (hedging)

Domestic broiler production MU Restaurants
‘ Processors
e

Fast food/
Restaurants

v

merchant

S rmsm Modern trade

Contact

: Exporter
farming P

Local markets/ 1 Industrial by-

fresh market products
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Contract farming has been in existence for decades. However, in recent years, its use has increased in popularity,
particularly in developing countries. Globalization has brought the world closer together and the demand for food
and agricultural products has increased dramatically. Food markets have become more competitive as consumers
In many countries now live in cities and demand food products that are not only safe to eat, but are also produced
in a way that does not damage the environment or harm the workers involved in their production. In this new
context, the buyers of agricultural products need to work more closely with their partners in the supply chain so
that they can source enough good quality raw materials directly from farmers to meet the demand for food
products from their own customers, such as supermarkets, restaurants, hotels, schools and hospitals. Companies
that process agricultural products are particularly interested in contracting with farmers, in order to secure a

regular supply of raw materials that meet their needs in terms of quality and quantity.

https://www.fao.org/in-action/contract-farming/background/what-is-contract-

1 - = 0, 0, 0, 0, 0, i 0, 0, 0,
011 Eﬁ@'@é‘ﬁ%ﬂ :text=At%20the%20heart%200f%20contract,and%20marketing%200f%20farm%20products. Suwanna Sayruamyat 17



Advantages for farmers

Easier access to inputs, services and credit
Improved production and management skills
Secure market or access new markets
Reduction of price-related risks

More stable income: better planning

o U s W N

Introduction of new technologies

Disadvantages for farmers

Loss of flexibility to sell to alternative buyers when
prices increase

Possible delays in payments and late delivery of inputs
Risk of indebtedness from loans provided by the buyer
Environmental risks from growing only one type of crop
Unequal bargaining power between farmers and buyers

ook LN

Increased dependency and vulnerability if buyers are
unreliable or exploit monopoly

https://www.fao.org/in-action/contract-farming/background/what-is-contract-

H e~ = 0, 0, 0, 0, 0, H 0, 0, 0,
01 égmr@é%%# :text=At%20the%20heart%200f%20contract,and%20marketing%200f%20farm%20products
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Contract Farming

Fhre KU

KASETSART
KASETSART UNIVERSITY UNIVERSITY

Advantages for buyers

Consistent supply of raw materials

Products conform to quality and safety standards
Reduced input and labour costs when compared to
integrated production on company-owned land

Better chance to secure products of a consistent quality
Can help to overcome land constraints

Production more reliable than open-market purchase

Disadvantages for buyers

‘Suwanna Sayruamyat

High transaction costs from contracting with many small
farmers

Risks of side-selling if farmers decide to break the
contract and sell to other

Potential misuse of inputs if farmers use seeds and
fertiliser provided

By the company for another purpose

Loss of flexibility to seek alternative supply

Reputational risks if things go wrong
18
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Thai broiler farm share in 2019 ﬁf\[ KU
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Contract farm

Marketing contract

Boiler farmer

. Only purchase at

predetermined

S Large companies’ :
&K '”J : 2 > Output PIIE
S farm Total contract
(90%) *  Allthe inputs at
2019 Production (Head) predetermined

price and

purchase of

produce

Traditional farm Input

(10%)

Source: Krungsri Research (2023)
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With all these risks, how do we decide which ones
need our attention?
One way is to prioritize based on:

1. Potential impact

2. Probability of happening

High
5 Action or needs
Act? immediate action
= 4
g o
2 £
i
| o ,
o 9 3 Retain
o @©
e
o
2
Transfer/share
1
No action needed Action may be needed
Low
1 2 3 4 5
Small High

Potential impact

01123362 @2023

Reduce Shift

Self-
insure

Reduce risk

* Avoid risky ventures

* Biosecurity

* Renting or leasing instead of owning
*  Flexibility

* Sharecropping instead of cash renting
* Environmental control

* Hiring experts

® Obtaining more & better information

* Learning new skills and knowledge
Suwanna Sayruamyat

N/
S KU
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Shift risk

* Insurance
*  Marketing choices
"  Hedging
®  Buying options
®  Forward contracts

e Production contracts

Self-insure

* Financial reserves

* Emergency reserves
funded from previous
years' profits

Retain risk
* Holding an unpriced commodity
®  with no protection from downside
risk
® Forecast returns
® under different conditions
® decide how likely good events will
happen compared to bad events

21



Risk Decision criteria 57\ E KU
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1. Maximin .
4. Probability of success
* for returns or payoffs

* The maximum of the :
. 5. Maximum expected returns
minimums

2.  Minimax or Minimum expected regrets

* for regrets
6. Decision tree

® The minimum of the

maximums

3. Maximum simple average 7. Safety-first

Tutdnruura:ztdu 8. Mean and variance

01123362 @2023 Suwanna Sayruamyat 22
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Decision criteria (ONRE K—U

2 Choices:
* Sell now => get a certain price and weight
* Sell next week => price may change and will pay more for feed costs.

AUURTE Payoff matrix Regret matrix
* SIMANsyUIY s:Ausinkygu  Probability genaull v19dJa1rnin swnoull v1dJarrnin
KUMNSU 55 uIn/
. 4 5B 0.2 5,500 5,150 0 350
*  uudNSYUWSOUYY AJA 0.5 5,500 5,575 75 0
100 un/nn.
bsp 0.3 5,500 6,100 600 0
_ $19SU s195UANOKII
Decision trees nJl@onnisandula  niswWaguudalsini (ﬂD'\UU’I'-'I:llJU] [ﬁnﬁur}usi:)uwT;U]
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100 nn. &
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<10 kg 1 1 7 1 10
10-15 kg 1 3 5 9
15 kg up 10 17 1 4 32
Total 11 19 1 10 51
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